PES programs (1) Participation is voluntary
(2) Use contracts between conservation agents and the landowners.
"Conservation Agent"
any entity that wishes to encourage landowners to supply environmental services "Landowner" 
Asymmetric information
Hidden information is a problem in all PES contracting settings.
Hidden action is only a problem to the degree that the actions specified by the contract are costly to monitor.
Hidden Information
Conservation contracts with landowners for habitat quality: 
Screening Contracts
Offer a contract for each of the different landowner "types." Contracts are designed so each type will pick the contract that is meant for that type. 
Two types of landowners: H (high-opportunity costs) and L (low-opportunity costs).

Cost
Procurement Auctions for PES Contracts
-Through competitive bidding, reduce informational rents to landowners with smaller trade distortions.
-Solicit wide range of bids simultaneously. Thus can assist multiple buyers of environmental services to coordinate contracting activities -Use transparent rules: reduces the influence of political power in the distribution of contracts.
-Can encourage innovations that reduce contract costs.
-Can be used as research tool to make ex ante estimates of the distribution of landowner willing-to-accept land use changes in return for payments.
